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PHILIPPINES: KEY ECONOMIC INDICATORS 
All values in US$ million unless Otherwise indicated 


Exchange Rates (average for periods covered): First Annual 
1980: P 7.5115 Half Percent 
1981: P 7.8997 1980 1981 1982p/ Change a/ 
1982: P 8.50 (est.) 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices b/ ‘aa 35, 279.20/ 38,672.4r/ 41,494.1 
GNP at 1972 prices b/ (1982 12,327.8r/ 12,165.0r/ 11,764.7 
Per Capita GNP, current prices b/ (1982) $ 730.2r/ $ 780. 8r/ $ 817.8 
Fixed capital formation on durable 
equipment, 1972 prices b/ (1982) 1,544. 3r/ 1,455. 8r/ 1,388.2 
Personal income, current prices b/ 26, 282.5 28,892. 2r/ 31,054.2 
Indices (1972=100) 
Mining (physical vol. production) 163.4 166.2 NA 
Manufacturing (physical vol. prod) (1978=100) 110. aiieo NA 
Average labor productivity c/ 197." 119.1p/ 
Average industrial money wage 165.4 NA 
Labor force (000 workers) 17,608 18,464 
Average unemployment rate (%) 4.8 Bad 
MONEY AND PRICES 
Money supply b/ 3,000.3 2,953. 2,690. 
Interest rate (%) d/ 13.2 14.8 
Indices: Manila (monthly average) 
Wholesale prices (1978=100) (4/82) 48.8 oF 170.4 
Consumer prices (1972=100) 84.1] 7751 173.0e/ 
BALANCE OF PAYMENTS 
Central Bank gross res 
Outstanding external debt 
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Annual debt service burden 


e 


2,585.2 
15,274.6 
2,226.8 
19.3 
-675.0 
-1,311.0 ~47.5 
2,742.0 -9.9 
29.8 = 


ves f/ 3,155. 
(3/82) 12,700. 
ons 
) 


OU. 


3) 1,474, 


Annual debt service ratio (%) g/ (3/82) 18. 


Balance of payments -381. 
Balance of trade -1,939. 
Exports, £.0.b. 5, 167 
U.S. share (%) (Jan-Mar' 82) 27% 
Imports, f.0.b. 7, 126. 4,053 ce! 
U.S. share (%)(Jan-—Mar' 82) 236 20.9 -- 
Principal imports from U.S. (Jan - Mar 1982): Machinery other than electric, $67.0 million; 
cereals & cereal preparation, $20.5 million; chemical elements & compounds, $23.5 million; 
electric machinery, apparatus & appliances, $24.8 million; transport equipment, $17.9 million; 
textile fibers, $10.4 million. 
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Principal imports from abroad (Jan - Mar 1982): Petroleum and petroleum products, $507.9 
million; machinery other than electric, $235.0 million; base metals, $117.1 million; electric 
machinery, apparatus & appliances, $103.4 million; transport equipment, $86.5 million; 
chemical elements & compounds, $71.8 million. 


a/ Comparison between that period in 1982 and similar period in 1981. Percent changes for 
data originally available in pesos were calculated using peso values and therefore will he 
different from dollar comparisons. 
b/ Peso values converted to dollars, using average exchange rate for the period. 
c/ Labor productivity measured in terms of net domestic product per employed person. 
Weighted average of money market rates (borrowing and selling). 
Base year is 1978. 
Reserves outstanding as of end of period. 
For debt of over l-year maturity, as defined by RA 6142, as amended. 
Preliminary 
Revised 


Sources: Central Bank, National Economic and Development Authority, National Census and 
Statistics Office, Ministry of Labor. 





SUMMARY 


The slowdown in the World economy continues to affect the 
Philippines and little change is predicted over the next 6 
months. GNP growth is estimated to be below 3 percent on an 
annual basis with both the domestic and external sectors 
turning in lackluster performances. The slow economic activity 
has lowered inflation and lessened the need for foreign 
borrowing. This will provide some relief to the debt service 
requirements in coming years. Energy use has declined during 
the past six months and development of non-oil energy sources 
(including geothermal) is progressing. The government is 
pursuing a national development strategy which calls for 
improvement of export performance and development of domestic 
industry, particularly in the agri-business and cottage 
industry sectors. 


ECONOMIC SITUATION AND TRENDS 


The continuing industrial stagnation in the world holds the 
Philippine economy in the grip of recession, with prices of 
most major commodity export goods off substantially from levels 
enjoyed in previous years and volumes reduced as well. The 
domestic economy has been unable to overcome the weakness in 
the external sector. Estimates, based on first semester 
performance, indicate real GNP will grow by about 2.7 vercent 
for the year. Investment has been slower than normal with what 
little motive power there is coming from government investment 
in national projects. This situation may change somewhat as 
interest rates decline in the coming quarters. Foreign 
investment was sSluggish in the semester, down by 20 percent 
from 1981 levels. This was more a reflection on the 
international economy than on the investment climate in the 
Philippines. Production of manufactures fell by 4 percent 
while construction of new buildings increased by 4 percent. 
Agricultural production also increased during the semester with 
the major cereal crops of rice and corn posting increases. 
These gains were achieved at the expense of increased pressure 
on the national budget due to the expansion of price support 
programs as an inducement to greater farm production. Exports 
of products from the coconut were 17 percent below first 
semester 1981 levels. Projections indicate that total coconut 
export revenues for 1982 will be 12 percent below the already 
depressed total for 1981. The significance of the decline is 
appreciated when it is understood that coconut products have 
traditionally amounted to about 20 percent of national exports. 
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Mining companies continued to lose money during the semester 
with nickel and copper producers experiencing reductions in 
export earnings as both values and volumes fell. Overall, 
preliminary figures indicate that exports fell by approximately 
10 percent during the first semester, year-to-year (Y/Y). 
Import statistics (available for the first quarter only) 
indicate a slight increase of up to 3 percent this semester 
(Y/Y). Based on the first semester data, the balance of trade 
Will be in deficit by $2.4 to $2.6 billion this year. Much of 
the decline in the trade balance can be explained by the 10 
percent deterioration in the terms of trade during the first 
semester. Imports of petroleum products declined by about 13 
percent in the semester with usage falling by 5 percent (due 
mostly to slower industrial activity). The additional 
reduction in imports was accomplished by drawing down domestic 
stocks, which now stand at 91 days supply. Global exports of 
garments by large firms were up marginally, by 5.2 percent in 
the first half, according to industry sources. Garment exports 
to the U.S. increased by 19.2 percent. Smaller exporters of 
garments reported sharp reductions in shipments however. 


INFLATION 


Inflation abated somewhat during the semester, falling to 
around 10 percent for the nation as a whole. However, 
inflation in the Metro Manila area, which accounts for a 
majority of manufacturing activity, was somewhat higher; around 
14 percent. Housing costs and service prices were the largest 
contributors to the national inflation rate, with utility costs 
(ue by 12.8%) adding somewhat to the inflationary pressure. 
Continued stable oil prices should assure lower levels of 
inflation in the coming semester. 


FOREIGN TRADE 


The trade deficit this semester is estimated at $1.3 
billion based on preliminary data. The growth in the deficit 
from the previous year is due to the recent slowing in exports 
of non-traditional goods coming on top of the continuing 
weakness in traditional commodity sales overseas. The Balance 
of Payments registered a serious deficit in the first half of 
$670 million and may go as high as $800 million by year end. 
The Government has placed increasing emphasis on inflows of 
investment capital, rather than foreign borrowing, to help 
offset these imbalances. Total availments of foreign loans in 
the first semester were approximately $880 million; only 36 
percent of the $2.4 billion ceiling imposed on foreign 
borrowing by the Central Bank for the year. Recent projections 
indicate that the total foreign availments will only be about 





$1.5 billion for the entire year. In the private sector, a 
plurality of fixed-term foreign loans (23.7%) have gone to the 
manufacturing sector with utility companies absorbing an 
additional 18.5 percent. Public borrowing was channelled 
principally to power and electrification projects (32.9% of the 
total), transportation development (12. 4%) and general 
infrastructure projects (12.3%). Borrowing tended to be long 
and medium term rather than short term during the period. 


FOREIGN EXCHANGE TRENDS 


The peso has been depreciated at a fairly steady rate of 
about 7 percent during the first six months of the year. By 
mid-year it had dropped to P8.40 per dollar. Gross reserves of 
the Central Bank are expected to decline at an annual rate of 
4.5 percent this year, due to the continuing trade deficit 
noted above. The decline in interest rates abroad will provide 
some relief in the short run by somewhat relieving the pressure 
of the debt service burden on the budget, since 41 percent of 
the outstanding foreign debt is at floating rates (mostly based 
on LIBOR plus a margin). While the Government has slowed the 
expansion of the foreign debt, the fixed term debt reached 
$11.86 billion at mid-year, a 4.3 percent increase over the 
December 1981 level. Another $3.5 billion (approximately) in 
revolving trade debt was outstanding at the end of June for a 
total foreign debt of $15.4 billion. It is estimated that 
servicing this debt will require $2.23 billion in 1982 and 
$2.48 billion in 1983. Of the total external debt, 6) percent 
was accrued by the Government and 40 percent by the private 
sector. However, fully one third of the private sector debt 
was first passed through the Government to private borrowers 
under the Jumbo loan or other consolidated borrowing plan. 
Debt of the Government is therefore closer to 75 percent of 
total outstanding foreign debt. This arrangement has meant 
that the private borrowers have had access to foreign credits 
at very favorable governmental rates. As noted above, the 
government's involvement in external borrowing has also tended 
to shift the debt more towards the longer term than might 
otherwise have been the case. 


ENERGY 


Petroleum consumption in the Philippines continued to 
decline in the first half of 1982. Total consumption of 
petroleum products during the first six months was 4.5 percent 
lower than in the corresponding period of 1981. Regular 
gasoline useage fell by 19 percent as motor vehicle owners are 
still switching to diesel engines to take advantage of a 
significant price differential. Fuel oil consumption dropped 
by 9 percent and kerosene consumption by over 5 percent. 
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According to Philippine energy officials, these reductions in 
consumption were caused by poor economic conditions, the 
decline in fuel oil being a result of lower industrial activity 
and the drop in kerosene use, the result of lower purchases by 
low income groups and rural residents. Continued declines in 
petroleum consumption are expected for the rest of 1982. 


In late September, the government launched its coco-diesel 
program, substituting a mixture of coconut oil (3%) and diesel 
(97%) for regular diesel fuel on a very limited scale. 
Although the program was supposed to be instituted nation-wide 
from the outset, problems relating to the supply of coconut oil 
for the program forced oil companies to severely limit the area 
and volume of coco-diesel sales, at least initially. The 
government announced a number of directives in September which 
were designed to assure adequate supplies of coconut oil for 
the program but a number of problems have yet to be resolved. 


The country's stocks of crude oil rose from 113 days at the 
beginning of 1982 to 131 days at the end of April. Since that 
time there has been a general decline in stocks, which now 
stand at 91 days of average daily consumption. Government 
officials expect further drawdown of stocks, especially by 
private oil companies. The crude oil stocks of the 
government-owned oil company, Philippine National Oil Company 
(PNOC), will be comparatively higher than those of the private 
firms. 


The PNOC recently negotiated loans from the World Bank for 
petroleum and geothermal energy exploration. While the 
petroleum exploration activity in 1982 has been lower than the 
targets set by the Ministry of Energy, major oil companies 
continue their exploration activities, mainly northwest of the 
island of Palawan. Production from the Matinloc and associated 
fields was inaugurated in July and currently stands at about 
12,000 bpd. Production from the Cadlao field and the NIDO 
field has reportedly been hampered by rough weather and 
technical problems. 


Power development programs continue to receive priority 
treatment from the government. Exploration and development of 
geothermal energy for power production is underway in northern 
and southern Luzon, Leyte, Biliran and Negros islands. Three 
new foreign firms have joined Philippine Geothermal, Inc. 
(subsidiary of Union Oil) and PNOC in geothermal exploration, 
each company concentrating on different contract areas. The 
pace and extent of development of geothermal resources in some 
areas, especially Leyte, Biliran and Negros will depend to a 
large extent on government decisions with regard to undersea 
cables to carry excess power from power producing islands to 
power deficient ones. 
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Coal production exceeded demand in the first half of 1982. 
Excess coal stocks produced in the Philippines will reach 
approximately 370,000 MT by the end of the year. The surplus 
has reportedly been the result of delays in converting some 
large mining operations and the country's cement plants to coal 
use. The National Power Corp. is considering plans to build 
two 100 MW coal-fired power plants near Bislig in Mindanao. It 
is also considering the construction of a second 300 MW 
coal-fired plant in Luzon. 


NATIONAL ECONOMIC POLICY 


The GOP has pursued a policy of economic rationalization in 
the past several quarters. In the financial area interest 
rates on long and medium term borrowing have been freed to 
allow the marketplace to dictate credit allocations. As a 
consequence there has been an increase in domestic savings and 
liquidity. Efforts to control strictly the budget deficit have 
had only moderate success. Based on the first 7 months, the 
deficit is projected to reach $1.7 billion in 1982 (4.1 percent 
of projected nominal GNP). This is a rather serious failure. 
The Government has also continued its emphasis on the promotion 
of export industries, particularly nontraditional manufactures 
and agri-business. The investment incentive laws are currently 
being reviewed and changes will be proposed to further improve 
their effectiveness. The revision is likely to lead to a 


system which will link continued access to incentive programs 
with actual performance in the marketplace (e.g. attainment of 
export growth goals or domestic value-added targets). 


LABOR 


The sluggishness in the economy is reflected in the labor 
market. The official (narrowly defined) unemployment rate for 
the fourth quarter of 1981 was 5.2 percent nationwide. It was 
12.9 percent in the Metro Manila area, however, which accounts 
for as much as 70-80 percent of total industrial employment. 
In the first quarter of 1982, lay-offs exceeded hirings by a 
reported one percent on an annual basis, and a Ministry of 
Labor official described the overall employment outlook as 
"bleak". Underemployment in terms of hours worked and 
compensation received compounds the problem and probably is 
increasing. 


The number of Filipinos employed as contract workers 
overseas is expected to total 300,000 this year. This 
significantly benefits the economy by both relieving domestic 
unemployment and generating foreign currency. On the negative 
side, it has created high turnover and some shortages of 
skilled and experienced workers in the domestic economy. 
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It is assumed real wages are decreasing, but as the 
Ministry of Labor no longer produces average wage figures, 
statistics are unavailable. The legislated uniform wage rates 
(approximately $3.74 daily for non-agricultural workers in the 
Metro Manila area) were raised only slightly for some 
categories on January 1, 1982, above the previous levels 
established on January 1, 1981. 


Faced with the current poor economic situation, organized 
labor in general has muted its militancy. The number of 
strikes called in the first half of 1982 is well below the same 
period of 1981. 


IMPLICATIONS FOR THE UNITED STATES 


Despite of the country's economic performance over the past 
year and projected performance for the next year, real 
opportunities continue to exist for American firms. The 
greatest opportunities lie in the areas of energy 
diversification and the Philippine government's eleven major 
industrial projects. Other areas of opportunity lie in major 
infrastructure projects such as the Metropolitan Waterworks and 
Sewerage System, and any projects financed by the Asian 
Development Bank and the International Bank for Reconstruction 
and Development. 


In the energy area, the government has ambitious plans for 
developing and utilizing coal deposits. In order to realize 
these plans, a tremendous amount of investment will have to be 
made for exploration, mining, handling and finally transporting 
coal to end-users. In this area, American firms will be very 
competitive. Other energy areas that show promise for American 
firms include solar, biomass and small scale hydro-electrity. 


The Philippine government's eleven major industrial 
projects continue to receive a great deal of emphasis. These 
projects are structured to provide raw materials for further 
industrial use. The 11 include an aluminum smelter, a copper 
smelter, an integrated steel mill, a phosphatic fertilizer 
complex, a diesel engine manufacturing plant, the development 
of heavy engineering industries (metalworking), rehabilitation 
and expansion of the cement industry, coconut’ industry 
rationalization (downstream processing), the manufacture of 
alcogas, a pulp and paper mill and a petrochemical complex. 


After substantial revisions in the scope of these projects, 
the government estimates that they will now cost $4 billion 
rather than the original $6 billion. The government will rely 
to the maximum extent possible on supplier-arranged financing 
for these projects. 
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These projects are all at different stages of 
implementation. The copper smelter, already under 
construction, iS a joint venture including Philippine and 
Japanese interests as well as the International Financial 
Corp., a subsidiary of the World Bank. The project has already 
led to further downstream development as the Economic Ministers 
of ASEAN have selected a copper fabrication plant as the 
Philippine ASEAN industrial project. This project will produce 
rods, wire, and other fabrications of copper for the ASEAN and 
Hong Kong markets. It is expected to cost $200 million. U.S. 
firms should make their interest in this project known as soon 
as possible. The contract for the phosphatic fertilizer was 
awarded to a Spanish-led consortium but opportunities for the 
Sale of U.S. equipment for this project still exist. A U.S. 
firm utilizing a Trade and Development Program (TDP) grant was 
awarded the engineering contract for an integrated steel mill 
Which will utilize the direct reduction process with coal as 
its basic energy source. Bid specifications for various stages 
of this $800 million project have been issued and a short list 
of potential suppliers has been’ established. The Prime 
Minister recently was quoted as saying that the government is 
looking toward an American supplier for the cold rolling mill 
for this project. The heavy engineering, or metalworking, 
project will follow the implementation of the steel mill 


immediately. Several suppliers of equipmeut for this project 
have already registered their interest with Board of 
Investments (BOI) and other suppliers should do so immediately 
so that their proposal can be considered. 


The coco-chemical project has been awarded to Lurgi of the 
Federal Republic of Germany which will take a 30 percent equity 
in the project. Interested equipment suppliers for this 
project should contact Lurgi or United Coconut Oil Mills 
(UNICOM). It is important to note that Lurgi's willingness to 
take an equity position in this project was a deciding factor 
in obtaining the contract. 


The other major industrial projects are at different stages 
of implementation and some of them, particularly the aluminum 
smelter, may be shelved permanently. One thing is to be 
certain however, that foreign competition on all of these 
projects will be keen. American firms should therefore present 
their sales and/or engineering proposals early in order to 
assure that they are included in the list of firms invited to 
bid when the times comes. 
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The Philippine Government recently lifted its prohibition 
on the import of 602 items, predominantly consumer goods, which 
should provide U.S. firms new opportunities. While these goods 
will be heavily taxed, and custom duties on them will be 70-100 
percent, brand-conscious Filipinos in upper income groups will 
purchase more of these goods. A complete list of the goods is 
available from the Department of Commerce. 


Market prospects for American suppliers of the following 
products appear to be good: 


Computers and Peripherals 

Security and Safety Equipment 

Energy Conservation and Generation Equipment 

Agricultural and Industrial Chemicals 

Mining and Extraction Equipment 

Coal Handling Equipment 
It must be emphasized that it is virtually impossible to 
achieve market penetration in the Philippines without frequent 
and regular visits by senior sales and engineering personnel. 
Philippine executives like to deal with suppliers face-to-face. 
Selection of representatives/distributors is a mutual process 
and requires in-person evaluation on both sides. Distributor 
support through visits to end-users and participation in 
promotional events is essential. 

The Department of Commerce, in conjunction with the 
Embassy, will be conducting the following trade promotion 
activities in Manila in the near future. Any firm interested 
in participating should contact their nearest Commerce District 
Office. 

Alternate Energy Sources Seminar/Mission, Nov. 5-9, 1982 


Machine Tools Regular Catalog Show, January 1983 


Coal/Lignite Symposium and Coal Expo 83, Feb. 21-23, 1983 


Industrial Safety and Security Equipment Regular Catalog 
Show, April 18-19, 1982 


Franchising Trade Mission, May 23-25, 1983 
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Plastic Manufacturing and Raw Materials Seminar 
Mission, June 16-17, 1983 


Mining & Extraction Machinery Video/Catalog 
Show, September 1983 


Instrumex '83, September 1983 


Printing and Graphic Arts Trade Mission, November 1983 


Investment Climate 


The Philippine Government continues to be interested in 
attracting foreign investment, particularly in labor intensive 
and export oriented industries. Presidential Decree No. 915 
was recently issued and provided very real and _ specific 
advantages to the electronic industry to locate and diversify 
in the Philippines. Other labor intensive and export oriented 
industries can make use of investment incentives granted by the 
Board of Investments (BOI) and the Export Processing Zone 
Authority (EPZA). The BOI must approve all investment 
applications with 30 percent or more foreign participation. 
Foreign equity in local industries is normally limited by law, 
but there is a more liberal treatment of investments in pioneer 
and export oriented industries. In fact, investments in the 
export processing zones may be 100 percent foreign owned, if 
they meet all of the relevant criteria. Potential investors 
are encouraged to contact the Embassy or the local Department 
of Commerce District Offices for specific information on 
investments in various industry sectors in the Philippines. 
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You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING you need to succeed in overseas business. 
Overseas Business Reports (OBR’s)-40 
BLINDFOLDED? a year—bring you detailed information on overseas 


trade and investment conditions and opportunities. 
They'll bring you the latest marketing information on 
countries offering good potential as sales outlets for 


U.S. goods. You'll find information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population ® finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in 130 countries. This series is essential for 
analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


@ is prepared on the scene by US. Foreign Service 
and Foreign Commercial Service experts 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e International Trade Administration 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
| Credit Card Orders Only 


Enclosed is$___——S——CSCsM >) C1, 
L) money order, or charge to my 


Deposit Account No. ; Credit “7 - 
[LT TELL I-U Card No. rec Leto 
[ 
heen Expiration Date 
Or Month/Year rt 


Enter my subscription to: [] Overseas Business Reperts at $44 per year ($55 overseas) For Office Use Only 
( Foreign Economic Trends at $55 ($68.75 overseas) Quantity Charges 


Total charges $ Fill in the boxes below 
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